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Chapter 3: Process for Selecting an ERP System

Susan E. Bristow, Mary M. Dunaway (University of Arkansas)

The purpose of this chapter is to understand why an enterprise
selects an ERP, the ERP selection process, and the steps involved
in executing the process.

3.1 Introduction

An ERP acquisition is considered a high expenditure activity that
consumes a significant portion of a company'’s capital budget.
Why? If the purchase is made and turns out not to be a good
fit, it can adversely affect a company’s business in many differ-
ent areas and on many different levels (Verville, Bernadas, &
Halingten, 2005). More importantly, selecting an inappropriate
ERP system is a major reason why most ERP implementations fail
(Lall & Teyarachakul, 2006). Hence, the wrong ERP selection can
severely jeopardize a company'’s operational performance and
its very existence (Lindley, Topping, & Lindley, 2008). Therefore,
making the right choice during ERP software selection can carry
a high level of risk and uncertainty for a company. Whether a
company size is small, medium, or large the process for selecting
an ERP system can be tailored to a company'’s specific business
objectives and goals. A wide variety of ERP systems have been
developed to enable companies to become more competitive
by integrating almost all business functions that use industry
best practices onto a common single database. Thus, the process
can be tedious, lengthy, and must be conducted with great care.

3.2 Basic Concepts and Definitions

Several concepts and definitions are important to facilitate
understanding of the process for selecting an ERP system.
Many of the terms are typical of any software procurement
process that is undertaken, regardless of the type of applica-
tion software. This by no means is a comprehensive list of terms,
but are concepts and definitions most often used in the ERP
software acquisition process.

The ERP module is a specific application encompassing all the
features of a particular business function which may include, but
is not limited to, transactions, data exchange, reports, workflow,
and processes within the ERP system. For example, the accounts
payable module’s purpose is to process the value of goods and
services acquired by a company that have not yet been paid for.
Functions such as create a vendor invoice, process payments to
a vendor, process vendor tax statements, and maintain a list of
vendors are all common activities found in this type of module.

There are several types of vendors that provide ERP software
applications and are sometimes characterized as best of breed
or niche market software application vendors. Best of breed
vendors are coined the best software applications of their type.
These types of applications are typically isolated to one process
or part of a process (Magal & Word, 2009). Often companies
and organizations want to purchase software from different
vendors to obtain the best solution for each application area; for
example, a supply chain package from one vendor and a finan-
cial package from another. While ERP vendors provide a wealth
of applications for the enterprise and advertise their integrated
system as the superior solution, every module may not be best-
of-breed.

Niche market vendors are independent software vendors who
have a unique and specific software application focus. Typically
a niche market software vendor provides highly specialized
applications for a particular business industry or function to
satisfy specific customer needs.

Value-Added Reseller (VAR) is a type of vendor that takes an
existing product, and adds its own “value”, usually in the form
an integrated software application product or complete “turn-
key” solution. For example, an ERP vendor may sell the ERP
software application and bundle in value-added services, such
as additional implementation support, training delivery, or
customized programming just to name a few.

The software acquisition process has several terms that are
standard across industries and are common to any procurement
process. Listed below are a few of these terms and how they are
defined.

Request for Proposal, most often referenced as RFP, describes
a feature and function list of how the company will operate or
function (Umble, Haft, & Umble, 2003). Additionally, any applic-
able vendor instructions, terms and conditions, and forms to
complete are included in the RFP. The complete RFP is sent to
the ERP vendor for a response.

Request for Information (RFl) is a formal request to the ERP
vendor to acquire information about the ERP software solution.
A typical RFl would request a “fit” response to the company’s
requirements, specific criteria questions relating to the
company’s business, and the ERP software product information.
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Request for Quote (RFQ), sometimes referred to as Invitation
For Bid (IFB), is the standard business process for inviting vendors
to bid for the application software. The RFQ helps a company
leverage the ERP vendor selection process’ competitive nature
to negotiate the best possible purchase deal.

Total Cost of Ownership (TCO) provides visibility of all costs
associated with the acquisition of the ERP software solution.
Usually these costs include the direct and indirect, maintenance,
hardware, and any future cost related to the acquisition (Burns,
2007).

Conference Room Pilot (CRP) or boardroom pilot is often
used to demonstrate a company’s business requirements with
the potential ERP application. The CRP offers a way for the
ERP vendor to demonstrate an understanding of a company’s
requirements, and for the company to better understand the
ERP system before signing a contract to purchase.

Proof of concept typically happens once the vendor list is
narrowed down to two or three choices. It is a process where
a script is provided to the vendor for one or more strategic
business processes that the vendor must demonstrate.

Scalability is an item or concept’s ability to adjust to increased
requirements.

Service Level Agreement (SLA) is a type of contract that
describes the partner relationship between a software vendor
provider and a company, usually defined in measureable terms
to create a common understanding of services, priorities, and
responsibilities.

Software Maintenance Agreement (SMA) is a type of agree-
ment between the software vendor provider and a company,
whereby the vendor provides maintenance and support servi-
ces for the specific software application.

Trade-off is the replacement of one item, idea, or concept
for another of more or less equal value, particularly to affect a
compromise.

3.3 Tailoring the ERP Selection Process

Selecting an ERP system for implementation is not like going
to a retail store and purchasing a computer application for your
home computer, and it is not just another computer project
(Kuiper, 1998). Therefore, it is a major business decision that
requires much thought and planning. The lack of in-depth
assessment, evaluation, and detail can cause major financial
damage to a company, and a potentially detrimental shift in
business processes. That is why software selection should be
influenced by operational experts in the business, and not
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necessarily just technical gurus. This will help to ensure the
way a company does business is personified in the new system.
Outside expertise, which most companies use when selecting
ERP software, should be brought in as well, as they can bring
knowledge and understanding of current software offerings.
Therefore, buying an ERP system means accepting the software
vendor’s established interpretation of business process practi-
ces for a company’s way of doing business (Umble et al., 2003).
A company typically accepts the ERP vendor’s assumptions,
providing the opportunity to map or reengineer their business
processes to conform to the ERP application. Consequently,
a company should try to select and implement an ERP system
that models its unique competitive strengths, while helping
to overcome competitive weaknesses (Oden, Langenwalter, &
Lucier, 1993; Hollocks, 2001). While 80-90% of a particular ERP
application suite will be the same across different implemen-
tations, 10-20% will be different, and tailored to the specific
needs of the corporate enterprise (Ptak & Schragenheim, 2004).
Therefore, a company should concentrate on identifying its
critical business needs, and the desired features and charac-
teristics of the ERP system application suite. The ultimate goal
should be to improve the business, not to implement software.

Tailoring the ERP selection process allows a company to fit the
tasks and activities to their unique business strategy, size, indus-
try, infrastructure, environment, and resources. This flexibility
helps ensure that strategic, operational, and tactical goals are
met. By planning ERP software selection systematically and
thoroughly, companies can substantially increase the likelihood
that they will identify ERP software and vendors that genuine-
ly meet their needs (Verville, Palanisamy, Bernas, & Halingten,
2007). In the upcoming sections we will discuss key business
drivers to selecting an ERP system, and the selection process
steps.

3.3.1 IDENTIFYING KEY BUSINESS DRIVERS

What are the key business drivers for selecting an ERP system?
Organizations have a variety of influences leading to a selec-
tion. A good portion of companies should expect to change or
significantly upgrade their computer systems at least every five
to seven years (Umble, et al., 2003). One key business driver is
that an organization’s legacy systems could be out-dated and/or
unsupported. The organization must decide to either upgrade
the system if possible, or go with a completely new system.
Often times the legacy system can no longer be technologic-
ally supported because of its age. Additionally, replacing the old
system with a new system reduces cost (Kale, Banwail, & Laroiya,
2010).
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Another key business driver during selection is the need to create
efficiencies across functional areas of the business, or the need
for silo processes to work together within one system. Verville
and Halingten (2002) illustrate the importance of this point with
their example of ESC, a utility company, having difficulty compil-
ing the reports for the monthly closing cycle. The process took
a great deal of time each month. Four general ledger systems
were used, with separate modules for budgeting and accounts
payable. To conduct the monthly reports, manual effort was
made to collect and interpret the available information. This
cumbersome existing process short changed the value-added
analysis the finance and accounting departments could have
been doing with a more efficient and integrated system.

Competitiveness is an additional key business driver for selec-
tion of an ERP system. Businesses are in a fight to maintain
competitiveness or, more aspiringly, to beat out competition in
their respective industry. With the selection of an ERP system,
cost savings can be discovered in the supply chain, efficien-
cies can be created in regards to customer service, buyer-seller
transactions, inventory management, and effective decisions
are more likely to be made with real time data delivered from an
ERP system (Lollar, Beheshti, & Whitlow, 2010).

The decision to purchase commercial-off-the-shelve (COTS) ERP
software or customized enterprise resource planning software
is a significant key business driver. There is a cost trade-off that
must be considered. Does the company want a plain vanilla
configuration that cannot be easily tailored to the business,
taken out of the box, and adopted? Or, does the company want
to make a larger investment in customized ERP software that
can be more tailored to the business, its needs, and the process-
es it performs? The company can save money if it uses COTS ERP
software, but sometimes extra investment is needed because of
the company’s unique business requirements. When choosing
to pursue a customized software option, it is important for the
company to understand that the ERP software may need to be
repaired or rewritten, as periodic updates occur. The company
will incur significant ongoing costs that should be considered
before making a customized solution commitment.

Since the Sarbanes-Oxley 2002 legislation in the United States,
and legislations in other countries such as Canada, Japan,
Germany, France, ltaly, India, South Africa, Turkey, and the
Netherlands have passed, businesses have been relying on ERP
systems to help their fiscal compliance. An ERP system'’s ability
to enable the business to be Sarbanes-Oxley compliant is an
important key business driver to consider.
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An ERP system provides an audit trail of who processed the
accounting transaction and when it was done, by attaching a
unique document number where applicable.

If a business is experiencing one or more of the below business
conditions, an ERP system should strongly be considered for
implementation. One or more business conditions may be a key
business driver for the implementation.

+ Rewire the organization for growth

« Ability to expand product categories across multiple brands
« Increase sales capabilities

« Drive down costs without compromising quality

« Support existing processes, e.g. manufacturing, purchasing,
supply chain planning

« Enable the global landscape to quickly and effectively
respond to evolving trade and supplier structures

« Support future integration of acquisitions and reorganiza-
tions

- Provide greater consistency of reporting and control
« Order management improvements

- Standardize and speed up manufacturing processes
+ Reduce inventory

- Standardize HR Information

« Transportation/logistics cost reduction

+ On-time delivery improvements

« Information visibility

- Standardization across the enterprise

« Dismantling inefficient legacy systems

« Business performance

« Customer responsiveness

3.3.2 ERP SELECTION PROCESS STEPS

There are many different ways and steps to selecting an ERP
system. Software Selection is a somewhat different process
than developing an application. Most companies follow a
similar process with some minor deviations here and there.
However, not all organizations will follow a structured approach.
Considerations for the kind of approach the company chooses
are size of the company, urgency of time to select and imple-
ment, kind of business or industry, scale of the software, and
available human and financial resources to name a few.
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According to Wybo, Robert, and Léger, (2009), a company's
search strategy is “the order in which applications should be
evaluated and the conditions under which the firm should end
the evaluation and pick the solution” (p. 287). The company
is trying to maximize benefits while minimizing costs. The
most significant activity during application development is
the capturing of all requirements and clearly defining them
(Lauesen, 2004). In contrast, the most significant activity in
selecting software is the process of evaluating all the alterna-
tives. Siriginidi (2000) developed criteria to be considered when
selecting an ERP provider, including the vendor’s history and
stability, and the support offered during implementation. A
company should research the ERP provider’s sales records for
the past year, as well as third party integration of products with
the ERP, and potential system upgrades.

Cisco Systems, Inc. took an entirely different approach to the
selection of their ERP software. In 1993, Ciscoran on a UNIX-based
software package that maintained its transaction processing
(Austin, Nolan, & Cotteleer, 2002). Financials, manufacturing,
and order entry systems were the functional areas utilized. At
the time it was a $500 million company, but had its sights on
being a $5 billion-plus company. The current system could not
handle the growth, redundancy, reliability, and maintainability
needed. The application had become too customized for Cisco’s
needs, and the software vendor offered an upgrade. However,
the size of company the upgraded application could support
was $300 million, and this would not be sufficient for a rapidly-
growing Cisco. Cisco was constantly band-aiding their existing
systems, experiencing an 80% annual growth rate, and suffering
routine system outages.

In January 1994, Cisco experienced a major meltdown of their
legacy systems so dramatic that it caused the company to shut
down for two days, as Cisco’s central database had become
corrupt (Austin et al., 2002). The existing systems could no longer
perform. Originally Cisco’s approach was for each functional
area to come up with its own solution, but they later came to
the conclusion that it would take too much time. A team was put
together to investigate options and replace the existing appli-
cation. Cisco also felt it needed strong partners to help with
the selection and eventual implementation. The newly formed
team of about 20 people had a strategy of building as much
knowledge as possible by leveraging the experiences of others.
The team reached out to other large corporations, the “Big
Six” accounting firms, and the Gartner Group (leading industry
resource on ERP, other information systems, and manufactur-
ing) to gather information. Cisco moved quickly by deciding
on 5 packages within two days, and narrowed the candidacy to
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two after one week. One of Cisco’s big considerations was that
they wanted to choose a vendor that was not smaller in size than
their own company. Request for Proposals (RFP) went out to the
top two vendors and in the meantime, Cisco visited a series of
selected-vendor reference clients. A three-day demonstration
that included a sample of Cisco’s data was requested from each
vendor, and the vendors explained how Cisco’s requirements
would be met or not met. Throughout this time, the cost had
not even been considered. It was not until the selection team
met with the company’s Board, that they ever considered the
cost and time needed for implementation. The overall time from
inception to final selection of a vendor took 75 days.

How is Cisco’s selection process different than others? First, the
time spent from inception to final selection was aggressive.
Costs, time, and risks were not even considered until before
meeting with the Board. Contract negotiations had already
commenced with the chosen software vendor. Before going to
the Board, and after negotiations started, the timetable and the
budget for the project were decided on. Usually, the timeframe
and budget are defined during the planning phase.

Typically, the ERP selection process can include the following
steps (Relevant Business Solutions, 2010):

Typical ERP Selection Process Steps

SELECTION OF THE ERP SELECTION TEAM
COMPANY’S RESOURCES IDENTIFIED AND ASSESSED
GOAL REQUIREMENTS IDENTIFIED

IDENTIFY SYSTEM FUNCTIONALITY REQUIREMENTS

ADDITIONAL ERP SELECTION PROCESS ITEMS TO CONSIDER

The ERP selection team is comprised of individuals from each
of the functional areas of the business. The team made up of
the best and brightest individuals who know the ins and outs
of their departments. The team members will be cheerleaders
for the positive change to the new enterprise system, leading
the infusion of information sharing and integration. The reason
behind the change to a new enterprise system, and the condi-
tions that exist, will be communicated to the implementation
team. The team will also need to understand what the end result
should look like.
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Identification and assessment of the company’s resources is
needed to ascertain what functional areas are the most critical
to their strategic goals, and the anticipated company growth
(Relevant Business Solutions, 2010). Some areas will be unique to
individual companies; however, general assessment of person-
nel, technology, workflow, and performance measurements
should be made. For personnel, an evaluation of how employ-
ees are currently used should occur, to determine the strengths
and weaknesses in their respective areas. The current company
technology and infrastructure are important for evaluating
whether changes need to be made to accommodate company
growth. The current crucial processes and workflow should be
analyzed to assess if changes should be adopted. Additionally,
the business processes and workflow should be evaluated
for future company growth and whether it can be sustained.
Success should be measured to determine how the company is
performing, but also to establish the company’s growth poten-
tial.

The requirements for meeting company goals and success must
be determined. The requirements will be used as guidelines
during the process of selecting an ERP system. The core compe-
tencies of the business, the current limitations or problems with
the business, and the implementation requirements for the ERP
software provider are three steps involved in the process of
determining goal requirements.

Relevant Business Solutions (2010, p. 5) suggests the following in
terms of additional items to consider:

« Will a solution that is industry-specific in design be a better
fit than one that is generic?

« Is the vendor’s product scalable to accommodate rapid or
unexpected growth ?

« Are the solutions that are under consideration configurable
to meet the specific needs and business processes that exist
now, as well as new ones in the future?

« Is the solution flexible, so that it can operate on a variety
of IT platforms to accommodate possible changes in the
future?

« Are the product functions and features available now? If
not, when will they be available and how important is it to
have that function or feature?

3.3.3 ERP SELECTION OVERVIEW DIAGRAM

The typical ERP selection process steps are a part of the phases
of selecting an ERP system. The presented phases mirror the
same stages or phases for project management and are used to
simplify the selection process.
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Planning, request for information, evaluation, and selection
phases are not linear or circular in nature. In the diagram, the
phases overlap. They are iterative, meaning each phase may
need to be revisited and tweaked throughout the process of
selecting the ERP system.

Request for
information

Evaluation

Selection

3.4 Planning Phase

Let’s break down these phases even further. The first phase is
the Planning Phase. What steps must be taken when developing
a plan? What elements should be considered? During this phase
a plan needs to be developed, an evaluation team should be
formed, and a feasibility analysis must be conducted. Forming
the business objectives, comprehension of changes, project risk
understanding, strong leadership, and budget watching are
imperative at this phase (Wagle, 1998). The planning phase is
one of the most critical phases of the process. In general, this is
the phase where many companies fail regardless of whether it
is selection of an ERP system, implementing a new or updated
system, or some other project. It is important to make sure the
checklist items have been accounted for, all requirements have
been gathered, and the changes that may potentially impact
existing systems or processes have been analyzed. Also, a vision
is created to provide an explanation of why selection of an ERP
system is considered (Umble, et al., 2003).

A feature/function list is established to provide understanding
of what the company wants and needs in a new ERP system.
Verville and Halingten (2002) suggest a company examine the
participants for each phase, specifically who, acquisition strat-
egies, evaluation criteria, requirements, and an assessment of
the present status.
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According to West and Shields (1998, p. 5-6) management
should consider and answer the following questions before the
finalization of selecting an ERP software package is made:

« What are our business strategies and plans for the next
three to five years?

« How are we currently using technology?

« How is technology being used by our competitors, custom-
ers, and suppliers?

« What new technologies are being used by other businesses
and industries?

« What are the capabilities of our current Information Systems
(IS) department?

« What are the issues for using technology in the organiza-
tion?

« What is the vision for how technology should be used by
the organization over the next three to five years?

« What are the IS strategies for achieving that vision?
« What projects are needed to implement the IS vision and
strategies?
Further questions should be considered such as (Mandal &
Gunasekaran, 2003):

+ At the functional area operational and managerial levels,
what are the specific information needs?

+ How are the existing systems going to integrate with the
proposed new ERP system?

« What will be the new ERP system adaptation schedule?

Operational Feasibility

Will the new system place extra demands on
users or require operating changes ?

Will the new system create a workforce reduc-
tion? If so, what will become of the affected
employees?

Economic Feasibility
Total Cost of Ownership (TCO)
Tangible benefits
Intangible benefits
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Conducting a feasibility analysis for the project is also part of the
planning phase. A feasibility analysis provides an evaluation or
analysis of the potential impact of a prospective project (George,
Batra, Valacich, & Hoffer, 2007). The analysis aids the evaluation
team in deciding which system to choose, and also compares the
currentand proposed systems to one another. There are multiple
evaluation categories, yet most companies will use operational,
technical, economic, and schedule assessments as the main
areas of focus. Operational feasibility determines if the system
will be used effectively after implementation (Shelly, Cashman,
Rosenblatt, 2006). “Technical feasibility refers to the technical
resources needed to develop, purchase, install, or operate the
system” (p. 59). The projected benefits must be greater than
the estimated costs for economic feasibility. This is commonly
deemed as the Total Cost of Ownership (TCO). Economic feasibil-
ity will also include tangible and intangible benefits. Tangible
benefits can be monetarily appraised. Intangible benefits are
challenging to quantify in dollars, yet are key to the company.
Schedule feasibility is the assessment of whether the selection
can be made in a timely manner. So where does the information
for the criteria and questions come from? Interviews with users
of the existing system are conducted to gather information. It is
important to ask the right people the right questions. Here are
some example criteria that would be used and/or considered in
a feasibility analysis (Shelly, et al., 2006):

Technical Feasibility

Are the necessary hardware, software, and
network resources available? If not, can those
resources be acquired easily ?

Does the proposed solution have sufficient
capacity for the future? If not, is expansion
possible?

Schedule Feasibility

Has a firm timetable for the project been estab-
lished?

Will a fast-track schedule pose any risks? If so,
are the risks manageable ?
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In a recent lawsuit, a major eastern US university claims that
an ERP vendor failed to live up to the terms of the school’s ERP
installation agreement. This case demonstrates the level of
misunderstanding that can exist between two parties when
they undertake a complicated, joint ERP project (Babcock, 2011).
The university selected an ERP vendor to provide an integra-
tive solution for their student and administrative requirements,
in addition to a new Web portal for better information access.
Major issues arose when the ERP vendor did not adequately
understand the technology and the steps needed to complete
the project.

Several disputes between the university and the ERP vendor
occurred early on in the project, as they attempted to imple-
ment a project management system for joint use between the
university and ERP vendor. The solution failed, and the alterna-
tive solution proved to be ineffective. The ERP vendor left the
project unfinished. The university had to complete the project
through a second ERP vendor for an estimated cost of $15 million,
while their existing project had cost overruns of approximately
$20 million. The importance of selecting the right ERP vendor
is quite evident in this example. Careful planning is necessary
to accurately understand the feasibility of such an undertaking.
After the planning stage comes to a close, the request for infor-
mation phase begins.

3.5 Request for Information (RFI) Phase

Request for Information (RFI) is a key phase in the ERP selection
process. Depending on the size of the company and its require-
ments the RFI and RFP can be combined to fulfill the same
objectives. At this point in the ERP selection process the initial
planning is completed and marks the beginning of the acqui-
sition life cycle. The major planning activities to select a team
are established, detailed objectives and goals are defined, and
the feasibility analysis is done. Additionally, an assessment of the
company’s requirements is done, usually a very high process,
and the budget is established for the acquisition effort. It is
critical when determining the “right fit” that the ERP acquisition
team has established its selection and evaluation criteria prior
to contacting any ERP vendor or considering an ERP solution
(Verville et al., 2005).

Typically, the RFI/RFP phase is when a company will identify a
comprehensive list of ERP system vendors that potentially meet
the requirements based on the selection and evaluation criteria
outlined during initial planning. This RFI/RFP phase may be an
interactive process, as the ERP acquisition team gathers informa-
tion information on vendors from internal and external sources,
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and eliminates those that do not meet their requirements.
Internal and external sources provide a means to obtain infor-
mation about potential vendors. Internal sources are usually
sources within the acquisition company such as individual users,
team members, consultants, and contractors (Verville et al.,
2002). External sources are large professional research groups
such as Gartner Group, Meta Group, and CSC Index. These are
well-known and popular sources used to obtain information
about a company for strategic decision making. Other external
sources that may be used are tradeshows, publications, confer-
ences, and the Internet. Another particularly valuable external
source can be a company’s industry competition. Companies
in the same or similar industry who have successfully imple-
mented an ERP system are an excellent validation of the ERP
vendor’s capability. Additionally, their experience with the ERP
vendor can be reassuring, as well as being an extremely reliable
and substantially accurate source of information. As with any
part of the RFI/RFP phases, mistakes will be made. However,
knowing the common pitfalls can help the ERP acquisition team
to operate more effectively and efficiently. Kuiper (1998) cites
the most common mistakes companies may make during this
process.

Picking a ERP system without doing a targeted search

Not starting with a large population of ERP vendors

Communication with ERP software vendors before
requirements are defined

Taking too much time in the preliminary analysis

3.6 Evaluation Phase

“The greatest enterprise system implementation failures seem
to occur when the new technology’s capabilities and needs are
mismatched with the organization’s existing business processes
and procedures” (Umble et al., 2003, p. 247). For this reason, the
evaluation phase is a significant phase in the selection process.
The evaluation phase is the process of assessing the different
vendor options. At this point many companies compose a score-
card, score sheet, or check off list for the assessment.
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A number of criteria are decided upon, and then measured
against prospective vendors. The number of items on the evalu-
ation will vary from company to company. There will be some
questions or scorecard items that all ERP selecting companies
should have, and there will be others that are specific to that
particular company. The evaluation and criteria used to identify
the list of recommended ERP vendors should be based on a
weighted value which includes five main categories: function-
ality, integration with other applications, ease of implementa-
tion, vendor strength and/or reputation, and cost (Verville et al.,
2002). The company'’s assigned criteria weights reflect the level
of importance. For example, if the company heavily values the
ability to upgrade or expand the proposed system, then the
company might assign it the weight of 30% and the other criter-
ia may receive 10% each. The evaluation phase is done twice.
The first time is to narrow down to four or six vendors to consid-
er (Umble, et al., 2003), and then the second is to make the final
decision. West and Shields (1998, p. 6-7) speak to a number of
aspects to consider when compiling a short list of vendors:

« Who are the package software leaders in functional cover-
age, technology vision, and for delivering on schedule?

« Which vendors are profitable, will be around for the long
term, and are investing a substantial amount back into their
products through research and development efforts?

« How many companies like yours are in the installed base for
the vendor, and how many installations have there been of
the vendor’s current software release ?

« What are the support capabilities of the organization: train-
ing courses, 24-hour help lines, online documentation, bug
patches and fixes, user group meetings, and implementa-
tion support through the vendor or reputable third-party
organizations?

« What is the ballpark cost of the vendor’s software, and what
is a typical total cost of implementing these packages —
including software, databases, hardware, and implementa-
tion assistance?

- What modules and functions are included in the current
release of the vendor’s package?

Performing a market analysis of the ERP vendors who are major
and minor players in your industry is important. It may be wise
to narrow the list based on criteria such as size of the vendor
or industry type (Umble, Haft, & Umble, 2003). Different vendor
types should be explored such as VAR, best of breed, and niche
market to ensure diverse solutions are sought. Finally, comprise
a list of four to six serious candidates where the strengths and
weaknesses of each vendor are evaluated along with their

ability to be a “fit” with company requirements (Umble et al.,
2003). The number of short list vendors can vary from company
to company depending on their requirements, and how quickly
a solution needs to be identified.

Market Analysis - Common Results
Adapted from (Verville et al., 2007)

Identify major and minor players in the ERP vendor
market

Comprise a list of technology solutions that meet the
requirements

Review Solution capabilities against requirements

. CHAPTER 3 Bristow & Dunaway - Process for Selecting an ERP. System

Ensure non-quantifiable requirements are addressed

After a short list has been compiled, ERP vendor product
demonstrations, a business case, and management commit-
ment must all be created or obtained. The ERP demos require
a scripted demo outline to be developed. Typically, scripted
demos identify strategic company business processes, problems
facing the company in certain organizations, or both (West et
al., 1998). These scripted scenarios should identify key business
processes that may be challenges with the existing legacy
system that would provide substantial benefit to the organiza-
tion if they were supported by better information and function-
ality. “What are the 10 to 15 key things that are difficult to do
today with the current systems that would provide substantial
benefit to the organization if they were supported by better
information and functionality?” (West et al., 1998, p. 6). Most
often, this separates the ERP vendors that are or aren't a fit with
the company’s business objectives and goals. The scripts should
list the detailed steps, functions, and if available, sample data
for a particular business process. It is suggested that the demon-
stration scripts be prioritized and keep short with eliminating
important detail. Keeping to these guidelines allows the ERP
vendor sufficient time to prepare the scripted demos, and puts
emphasis on the most important business issues. Management
and users of the current system should review and accept the
scripts. This demonstrates that the selection process is business
driven and not technology driven. Subsequently, the selec-
tion phase commences once the evaluation phase has been
completed.
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Many times a proof of concept is requested from a potential
vendor. Typically, when the vendor list is narrowed to two or
three vendors is when it is appropriate to solicit for this type
of request. A vendor will put a lot of time and effort into the
preparation of a proof of concept hoping to win a company’s
business. When the vendor demonstrates the proof of concept,
close attention to the existing ERP system functionality and the
amount of customization required to meet business require-
ment are important to ERP vendor selection.

3.7 Selection Phase

The ERP Selection phase culminates with a “final choice” or
“recommendation” for an ERP vendor solution (Verville et al.,
2002). Site visits (also called reference calls) are an important
aspect of the ERP vendor selection process. It allows the acqui-
sition team and other interested individuals to see first-hand a
particular ERP vendor solution in operation. Keep in mind there
are unigue company processes that may appear to be similar, but
vary based on the industry and process. For example, company
size matters — performance and technology infrastructure can
be different as you increase the number of users or the volume
of transactions. The ERP vendor will usually provide a list of
reference clients that a company can visit or call on.

Now the acquisition team has re-evaluated the potential
ERP vendors as “fit" solutions. Further examination is now
the total cost of ownership. All cost associated with acquisi-
tion is thoroughly scrutinized for the next step in the process.
Clarification questions are posed; customization requirements
are refined to understand impact, hardware infrastructure
modification/additions are blue-printed, and ERP software
maintenance (including support and upgrades) are dissected.
If a RFP is needed, the proposal is prepared (see RFI for detail).
Expanded detail can be added to the RFl outline to include
specific terms and conditions, current and future costs, license
agreements, and preliminary training and deployment plans.

The next step in the ERP selection process is to negotiate with
ERP vendors to finalize the “recommendation” or “final choice”.
Negotiation will most likely entail discussions with a company’s
legal department and senior management or steering commit-
tee with accountability for the project’s success. Do not expect
this process to move fast. Several iterations of meetings and
discussions almost always happen before final ERP vendor
selection.

The final step is to arrive at the “final choice” or “recommen-
dation”. The acquisition team reaches a decision and gives a
comprehensive report of the findings.
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A decision is communicated with justified tangible and intan-
gible benefits. A go, no-go decision is made to move on to the
ERP implementation. In extreme cases, if necessary, reverse
the decision, evaluate other ERP vendors, or renegotiate the
contract.

3.8 Selection Trade-Offs

What is a trade-off and why should it be considered when
selecting an ERP system? According to Dictionary.com (2011), a
trade-off is the replacement of one item or concept for another
that is of more or less equal value, particularly to affect a
compromise. Trade-offs for ERP selection will vary by company.
Here are some example trade-offs that a company may face
when selecting an ERP system:

Customized versus Vanilla ERP system

Vendor Module Functionality Offerings

Scalability of System

Degree of Consultant Involvement

A company must decide whether a customized ERP System is
more appropriate than the adoption of a COTS system. See
section 3.3.1 Identifying Key Business Drivers for discussion
on this trade-off. Vendor module functionality offerings are an
additional trade-off. Vendors will have a portfolio of module
capability to offer customers. The customers selecting an ERP
must choose which vendor best serves the business function-
ality required. A trade-off may arise when deciding on which
modules are selected due to constraints such as time, budget,
or perhaps what vendor is selected. In addition, the scalability
of a system may also be a trade-off consideration, as a company
may be compelled to choose an ERP vendor based on this
requirement and what costs or resources are involved. A trade-
off could occur when a company considers whether the ERP
selection will be handled by internal teams or external consult-
ants. External consultants will be more knowledgeable based
on past experience and will free internal resources; however, the
consultant fees may be costly and the consultants may not be as
familiar with the company or its needs. Internal teams will have
knowledge of the company, but may not have the expertise or
resources to put forth.
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3.9 Conclusion

The ERP selection process can be challenging. With careful
planning, thorough information gathering, and close attention

increased efficiencies, better data integrity, and in turn higher
profits. In section 3.10, you will find a flow chart of a preliminary
ERP selection process to aid in the visualization and comprehen-

during evaluation, the process can lead to a successful selec-

tion. Trade-offs, risks, and feasibility should be comprehen- sion of steps involved.
sively investigated. Selecting the best ERP option may lead to

3.10 Flow Chart of a Preliminary ERP

Selection Process
Adopted from Karsak and Ozogul (2009).

User
Company
profile

Vendor
options

Vendor's
RFI/RFP
responses

Company decision to
purchase an ERP system

Compile evaluation team and
review current system(s) and

business processes
Business

objectives
Establish plan and conduct
feasibility analysis

System
Request For Information or requirements
Request For Proposal for
Selection Process

Establish evaluation and
selection criteria

Perform market analysis

Create short list of vendor

Re-evaluate RFI/RFP responses

Request
Can an ERP system be additional

selected? info

Yes

Select best ERP system
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Questions

1.How might a small or mid-sized company’s selection process for be similar and/or different from that of a large
global corporation?

2.If the final two ERP systems being considered met all the criteria and were similar in cost, what would some
additional determining factors used to make the selection?

3. What are some key things to learn from successful ERP selection? What factors would contribute to an
unsuccessful selection?

4. Suppose the recommendation is rejected by the stakeholders, how would you respond to this rejection ?
5.How would you structure the ERP selection team and identify the reasons for your ideas ?
6. Discuss the pros and cons of the different type ERP system vendors (i.e., VAR, best of breed, and niche market).

7. ldentify key points to include in the SLA and SMA agreements. Support your reasons.
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